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Factor Shares in Indian Agriculture 
N K Thingalaya 

N S Shetty 
An attempt is made in this paper to estimate factor shares in farm output in India, using primarily the data 

available from the reports of the Farm Management Studies. This is a simple empirical exercise yielding some 
rough approximation of the shares of different factors engaged in agricultural production. On the basis of these 
data some observations on the functioning of the farm economy in the various size groups are made. 

The attempt is modest, the method adopted is some what crude, but the results obtained are found to be 
highly interesting and encouraging. 

THE Reports of the Studies in the 
Economics of Farm Management1 

provide some useful information re
garding the functioning of the farm 
economy in the various size groups in 
the selected States. However useful 
the information at the farm level may 
be, complete reliance on farm manage
ment data for macro-level analysis may 
appear to be questionable. The Farm 
Management Studies covered only 12 
districts in 6 States and national total 
figures obtained on the basis of these 
samples may seen to be of dubious 
validity. Again, in view of the diverse 
agricultural practices followed in differ
ent parts of the country and the 
variety of soil-climate-crop complexes, 
drawing a general picture for the whole 
economy based on selected regions may 
not be free from objections. It is, 
however, believed that the statistical 
data from the Farm Management Re
ports provide an adequate basis for 
deriving average values per acre at the 
national level and for obtaining the 
aggregate figures of output and input 
for the whole farm economy. Since the 
purpose is not so much to measure 
precisely the magnitudes as to indicate 
the broad orders involved, it is assum
ed that the six States are adequately 
representative of farm conditions in 
the economy. There is sufficient diver
sity in these in crops grown, yield 
rates have a good range of variations 
and agricultural practices and techno
logies are also suitably represented. 
This has been confirmed in the intro
ductory note by Professor D R Gadgil, 
Chairman, Committee of Direction, 
which points out that in each of the 
six regions two contiguous districts 
have been selected for study in such a 
way that they represent the most im
portant and typical crop complexes in 
the States concerned and that these 
six regions taken together represent 
the major cropping patterns in the eco
nomy.2 It is needless therefore to em
phasise that wi th proper methodology 
the Farm Management data can be 
used for an analysis of the macro situa
tion. 

The foregoing analysis brings us to 
the problem of finding out a statistical 
method for computing the values of 
the total output and input factors for 
the national economy from the Farm 
Management data. The methods adopt
ed to calculate the shores of the vari
ous factors are outlined below. 

Methodology 
The Farm Management data are 

available for the years 1954-55, 1955-
56 and 1956-57 for the States of 
Madras, U P, Punjab, West Bengal and 
Bombay. For Madhya Pradesh the 
data is available only for 1955-56 and 
1956-57, The Farm Management 
studies have collected the data on the 
basis of both the "Survey" and "Cost 
Accounting" methods, Since it is 
found that the final results do not 
differ much whether we depend on 
one or the other method and since the 
dependence on both the methods wil l 
increase the coverage of the enquiry, 
the average of the three years for all 
the farms in each State (for Madhya 
Pradesh two years' data on the basis 
of cost accounting method only) arc 
worked ou t The average of the three 
years may be assumed to be repre
sentative of the conditions in each 
State. 

The information available from the 
Farm Management Studies for each of 
the States is obtained under the follow
ing four groups; 

0— 5 acres 
5 — 10 

10 — 25 
25 acres and above 

The State-wise data have not been 
presented in the reports in these 
groups; so they have been readjusted. 
The distribution of the total cultivat
ed land in each of these size groups in 
all the six States is available from the 
N S S Report on rural holdings.3 The 
total values of different items for 
different size groups in the six States 
are obtained by multiplying the per 
acre values of each item of different 
size groups by the total acreage in 
each size group in each State. 

It is found that the total acreage of 
the six States account for 60 per cent 
of the total cultivated area in the coun
try. It may be, therefore, reasonably 
assumed that the data obtained by ad
ding the State totals of different items 
represent 60 per cent of the total for 
the farm economy as a whole. In 
order to obtain the National estimates, 
the total values of the six States are 
blown up. 

Regional variations being a charact
eristic feature of the Indian agriculture 
the simple method of aggregation may 
appear to be unrealistic. The variat
ions are observed not only in the dist
ribution of total cultivated area in dif
ferent size groups in different States, 
but also in the per acre values of farm 
output and its constituents in differ
ent size groups within the State. In 
view of this, it is thought advisable to 
calculate the per acre items by giving 
proper weights to account for these 
variations. Thus, the weighted averages 
of per acre values of different States 
for each acre group is deemed adequate 
to reflect the national situation in that 
acre group. 

This has been done by taking the 
percentage share of the area operated 
in each size group in each State as 
the weight in calculating the weighted 
per acre values of different items in 
each size group. The total area opera* 
ted in each size group in the country 
multiplied by the weighted average 
gives the total output and input figures 
for those size groups. 

The estimates of total output and 
the factor shares are presented in the 
Table 1. It is interesting to note that 
the estimates arrived at by both the 
methods, viz, simple aggregation and 
weighted approximation are very close, 
The total output figures obtained by 
both the methods Rs 4,247.51 crores 
and Rs 4,245.02 crores respectively, 
can be compared with the National In 
come Estimates of the agricultural 
output. The three years' average agri
cultural output available in the Nation
al Income Estimates (1954-55 to 1956-
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57) is Rs 4,666 crores4, which includes 
the value of the output of animal 
husbandry and ancillary activities. 
Since the agricultural output on this 
study has been taken as the value of 
only the crop produce and its by
products, the difference between the 
two may be attributed to the non-in
clusion of the output of the animal 
husbandry and ancillary activities, At 
the same time it may be noted that 
the national average of the value per 
acre of gross crop produce derived by 
the method of weighted approximation 
works out to be Rs 133.50. According 
to the Final Report of the National 
Income Committee5 "The overall aver
age value per acre, of all crops for the 
entire Indian Union would be around 
Rs 135." We may thus presume that 
the estimates that we have obtained on 
the basis of the Farm Management 
data represents the macro-situation 
fairly. 

Estimation of Factor Shares 

Factor shares are generally estimated 
on group basis and net basis. Both 
the methods of estimation are meaning
ful for a comparative study of factor 
shares over a period of time. Since the 
factor shares are estimated in this paper 
at a point of time (3 years' average; 
the estimation of only net factor 
shares is attempted. 

Net income from agriculture is defi
ned as the difference between the 
total gross income and current operat
ing expenditure. The current operating 
expenditure is in our analysis synony
mous with the cost of cultivation which 
is roughly equal to the actual cash 
expenses incurred on bullock, feed 
seeds, manures and irrigation and 
depreciation, including repair of imple
ments. The net value of output repre
sents therefore the value "added'' to 
the agricultural output by the primary 
factors of production: land, labour and 
capital. It is 'net' to the agricultural 
sector of the economy rather than 'net'  
to the farm firm.6 

The share of labour includes actual 
wages paid in cash and in kind to 
hired labour and the value of family 
labour imputed at the prevailing wage 
rates of hired labour. Rent has been 
calculated on both leased and owned 
land* For the leased land the actual 
rent paid is considered. Rental value 
of the owned land has been imputed 
ou the basis of the prevalent cash 
rent It may be pointed out that there 
is no uniformity in the methods used 
by different Farm Management Studies 

for the calculation of the rental value 
of owned land. Farm capital includes 
both fixed capital and borrowed capital. 
Interest on fixed capital is calculated 
at J per cent of the value of physical 
assets excluding land. A rate of interest 
of 10 per cent has been used to esti
mate interest charges on indebtedness. 

.The shares of the three factors of 
production, viz land, labour and capi
tal are calculated as percentages of 
the net agricultural output. The share 
of labour in the net output is as high 
as 64 per cent. This has been followed 
by the share of land which accounts 
for 25 per cent and about 15 per cent 
constitutes the share of capital 

The overwhelming share of labour in 
the total net output: is the inevitable 
consequence of the nature of the farm 
economy with surplus labour and family 
based non-wage cultivation. The contri
bution of family labour is around 65 
per cent of the total labour income. 

As the above analysis provides only 
an aggregative picture, the relative 
importance of the different factors can 
be appreciated more realistically if we 
study in detail the variations in them 
among the operational units of different 
size groups. Thus, it may be seen that 
in the smallest: size group the share 
of labour is over three-fourths, where 
as it is a little above one-half in the 
highest size group. The share of rent 
is almost the same in all the four size 
groups. The share of capital strikingly 
varies from 30 per cent in the lowest 
size group to as low as 7 per cent in 
the highest size group. Three expla
nations can be given for this strange 
feature of our farm structure. Firstly, 
the small farmers, their financial condi
tion being poor, may have to borrow 
larger amounts of credit than the bigg
er cultivators. Secondly, the rate of 
interest charged from the small farmer 
may be a little higher than what is 
charged from the larger cultivators, 
And thirdly, the amount of fixed capi
tal per acre in the smallest size group 
is high. 

A scrutiny of the figures in Table 1 
further reveals that the small fanners 
(hereafter the farmers of 0-5 size groups 
are considered as small farmers and of 
the 25 and above size group as large 
farmers) have a deficit of Rs 147 
crores, when the farmers in the largest 
size groups have a residual of Rs 57 
crores. "This is an alarming situation", 
stated the Farm Management Report, 
"for, if 50 per cent or more of the 
farms are carrying the business at loss, 

the farming community cannot be con
sidered to be comfortably placed in 
any sense of the term."7 This contrast
ing picture can be explained by the 
large amount of interest paid and the 
higher cost of cultivation incurred by 
the small farmer. Further, since the 
wages paid to hired labour in small 
farms constitutes a negligible percent
age, viz, 4 per cent of the total labour 
cost, the latter in turn becomes a 
source of income for the cultivating 
family.8 

Inter-State Differences 

Differences in the functional distri
bution of farm income between factors 
in different States are of considerable 
importance. Though this is not strictly 
the purpose of this paper, an attempt 
is made to shed some light on the 
inter-State differences in factor shares. 
Without going into a detailed examina
tion, a few words may be said regard
ing the variations in the relative im
portance of the factors-shares in the 
six States for which the Farm Manage
ment Reports are available. 

The share of labour in the net out
put varies from 49 per cent to 80 per 
cent between regions. When the labour 
share in net income in Punjab is as 
low as 49 per cent, in U P it is 80 
per cent, which is higher than the na
tional average level. The shares of 
labour in West Bengal, Madhya Pra
desh and Madras are almost the same. 

There is no general pattern in re
gard to the percentage share of rent 
in the net output among the various 
States, as wil l be seen from Table 2. 
It is the highest: in the case of Punjab 
(55 per cent) which is incidentally 
higher than the share of labour. This 
can be explained mainly by the fret 
that the major portion of the h i d 
cultivated in Punjab is irrigated and 
the crops grown are cash crops, result
ing in higher rents. In U P. the share 
of rent is, curiously enough, 8 per 
cent which is due to the fact that only 
land revenue and cess paid by the 
farmer are estimated.9 

Excepting Madras, the share of i n 
terest in all the States is around 13 
per cent. In Madras it is 45 per cent. 
The large volume of family indebted
ness and the high rate of interest 
charged explain this phenomenon of 
the preponderance of the interest 
charges. 

Our findings may be compared with 
those of some of earlier attempts10 
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made to estimate factor shares, in In-
dian agriculture. These studies have 
attempted to estimate roughly factor 
shares in Indian agriculture from the 
data available from various sources. 
The differences in the estimates are 
specifically due to (1) methodological 
differences, (2) conceptial differences 
(3) differences in sources of the data 
and (4) in the years of the estimation. 

A comparison of our estimates with 
those of others is made in Table 3. 

Dey and Maitra have evaluated the 
output of major crops on the basis of 
data published by the Directorate of  
of Economics and Statistics, Ministry 
of Food and Agriculture. Judged by 
the National Income Estimate figures 
their data on total output appear to be 
over-estimates. This may partly be due 

to the method of revaluation—using 
wholesale prices and "adjusting suit
ably" (how, it is not explained). 

Whereas data on cost of cultivation 
are not given in two of the studies 
because of "paucity of data", Dey and 
Maitra have made a bold attempt to 
estimate the cost of cultivation from 
"various sources" such as National 
Sample Surveys. Agricultural Labour 





THE ECONOMIC WEEKLY December 19,1964 

Enquiry Reports and -All-India Rural 
Credit Survey (strangely, using Farm 
Management data only for estimating 
depreciation). The scant attention paid 
to ensure comparability of the data 
culled from these diverse sources has 
resulted in the unduly low estimate 
of cost of cultivation. This has led to 
the rest of their estimates being exag
gerated, 

It is difficult to ascertain why Sur-
endra Patel's estimate (based on the 
First Agricultural Labour Enquiry Re
port) is considerably over-valued, when 
the other two authors who have relied 
upon the two Agricultural Labour En
quiry Reports have arrived at a con
siderably lower estimate. The share 
of agricultural wages is (Table 3) wages 
paid to the hired labourers in cash 
and kind. 

Patel has assumed rent to be 15 per 
cent of the total agricultural output, 
this has been unquestioningly accept
ed by other authors. There is no indi
cation as to whether this includes rent 
on owned land or exclusively rent on 
leased land. As mentioned earlier, since 
we have estimated rent as the total 
of imputed value of rent on owned 
land and the actual rent paid, the 
share of rent thus works out to be 
about 25 per cent 

In all the studies interest on bor
rowed capital is calculated using some 
of the ad hoc estimates available in 
the A l l India Rural Credit Survey Re
port. Shah and Rajagopalan and Dey 

and Maitra have used 15 per cent as 
the rate of interest in their estimates. 
In this study a rate of interest of 10 
per cent has been used to estimate the 
interest charges on the indebtedness 
figures available in Farm Management 
Studies. As said earlier, interest charg
es here include interest on both fixed 
and borrowed capital. 

The foregoing analysis presents 
some broad indications of the propor
tion in which the factors of produc
t ion share the total agricultural out
put in various Size groups of operatio
nal units in the economy as a whole. 
The differences observed between our 
estimates and similar estimates made 
by others is a clear indication of the 
lack of uniformity and consistency in 
concepts and methods. This again is 
a pointer to the vast scope for refine
ment and research. 
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Scheduled Castes and Tr ibes 
A SPECIAL provision of Rs 100 

crores was made in the Third 
Plan to ensure a more intensified de
velopment of Scheduled Castes and 
Tribes. 

Out of an allocation of Rs 53.45 
crores for the first three years of the 
Third Plan, it has been estimated that 
a sum of Rs 50 crores (93 per cent of 
the allocation) would have been spent. 
In a number of States, in fact, the 
expenditure has exceeded the alloca
tion, e g, in Assam, Kerala, Madras, 
Orissa and Manipur. 

The Rs 100-crore programme envis
aged for the Third Plan, comprises 
schemes in the Central sector and in 
the State sector. The Union Govern
ment bears entire expenditure on the 
Central sector schemes, while for the 
state sector schemes, assistance to the 
tune of 50 per cent of the expendi
ture by the States is provided by the 
Centre. In the case of pre-matric edu
cation schemes, the Central assistance 
is to the extent of 75 per cent. 
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